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KEY ECONOMIC INDICATORS 


(In US$ Unless Otherwise Stated) 


Percent 
Change 


GROSS NATIONAL PRODUCT 


GNP at Current Prices (Millions) 13,738 l/ 12,399 2/ -9.7 

GNP, Constant 1970 Prices (Millions) 8,236 8,285 0.6 

Per Capita GNP, Current Prices ($) 854 1/ 748 2/ =-12.4 

Per Capita GNP, Constant 1970 Prices ($) 512 500 -2.3 
MONEY AND BANKING 


Money Supply (Millions of Soles-End of July) 91,954 105,190 14.4 
Commercial Bank Interest Rate (Prime) 19.5 11.4 
Central Bank Discount Rate (Comm,Loans) 12.5 14.5 16.0 
COMMERCIAL BANKING DATA 
(Millions of Soles-End of August) 


Loans 65,133 80,534 
Investment 15,865 15,460 
Deposits 76,461 87,495 


INDICES 


Consumer Price Index (1973 = 100.0) 214.13 286.75 
(Month of September) 


BALANCE OF PAYMENTS (Millions) 


Gross Foreign Exchange Holdings 3/ 308 3/ 
Net Balance of Payments -335 

Total Exports, FOB 1,600 &/ 
U.S. Share (%) 29.0 Y/ 
Total Imports, FOB 1,900 6/ 
U.S. Share (%) 27.0 277 


ECONOMIC ACTIVITY 


Electrical Energy - Lima Area 
(Millions of Kw/H) 
- Total Production 8/ 1,606 
- Industrial Consumption / 276 
@ement Consumption 10/ 788 
(Thousands of M.T.) 


Stamp Tax Collections 8/ 19,748 
(Millions of Soles) 


1/ Converted at S/.55.75 = U.S.$1.00 6/ Forecast; for source, see text. 
2/ Converted at S/.85.00 = U.S.$1.00 7/ January - September 

3/ Central Reserve Bank of Peru 8/ January - June 

4/ At December 31,.1975 9/ January - March 

5/ At December 31, 1976 10/ January - May 


Note: Gross national product and balance of payment data for 1977 are preliminary official 
estimates subject to future revision. 





SUMMARY 


Peru's rate of economic growth is expected to be less than one percent 
in 1977. The recession in the manufacturing-urban sector continues, 
and scant relief can be expected throughout the remainder of 1977 and 
into 1978. Present indications on performance of agriculture and fish- 
ing in 1977 are also less encouraging than forecasts made earlier in 
the year. However, developments in the mining sector are favorable 
with strong production increases in petroleum, copper, and iron ore 
output. The government reaffirmed its adherence to orthodox monetary 
and fiscal policies in the October 10 exposition of the Minister of 
Economy and Finance which announced the successful conclusion to the 
September round of negotiations with the IMF. This major economic 
policy address announced a new floating exchange rate, increases in 
various taxes, and the third cutback in central government expendi- 
tures for the year. Even though Peru's 1977 balance of payments per- 
formance is expected to indicate a marked improvement from the 1975 
and 1976 results, a strongly negative international reserve position 
and sizeable external debt service scheduled for 1978 suggest the 
need for a new and substantial external credit package. Prospects 

for American exports are not promising at present, but U.S. exporters 
are urged to seek out specific opportunities to increase sales. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Almost Zero Growth 


During 1977, the rate of growth of Peru's Gross Domestic Product (GDP) 
is expected to be less than one percent. This historically low rate 
of growth in overall economic activity is composed of disparate rates 
of growth for Peru's basic productive sectors and derives fundamen- 
tally from a combination of exogenous factors as well as from govern- 
mental policies aimed at reducing inflation and restoring equilibrium 
to Peru's balance of payments. The latest available preliminary offi- 
cial estimates of Gross Domestic Product for 1977 and for the past 
three years are as follows by economic sector: 


Percent Change in Gross Domestic Product 
1974 1975 1976 


Basic Productive Sectors (+7.3) (42.5) (+4.0) 
Agriculture +263 +1.0 +3.3 
Fishing +35.9 -15.2 +19.9 
Mining +3.7 -10.9 +8.9 
Manufacturing Industry #755 +4.7 +4.2 
Construction +22.0 +16.8 -2.8 


Other Sectors (+6.3) (+4.2) (+2.1) 


Total = Gross Domestic 
Product +6.9 +343 +3.0 
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The 0.6 percent growth rate for Gross Domestic Product in 1977 is 
absolutely lower than the comparatively low growth rates of 1975 

and 1976, and substantially lower than the 6.0 percent average growth 
obtained in the four-year period 1971-1974. A better understanding 

of the low growth rates of 1975-1977 can be obtained by noting the 
weights of various basic productive sectors in GDP. In the period 
1974-1976 these sectors accounted for the following percentages of 
GDP: agriculture, 12.8 percent; fishing 0.9 percent; mining, 6.4 
percent; manufacturing industry, 25.6 percent; and construction, 

5.6 percent. The poor growth performance of agriculture and fishing 
in 1977 results principally from adverse natural conditions described 
below. The performance of the mining and manufacturing sectors in 
1977 is more directly linked to governmental policies, with the former 
responding favorably to present and previous investment and the latter 
suffering from an import bottleneck displaced in time by an earlier 
growth in external indebtedness. 


Agriculture. At present,overall 1977 agricultural production is 
expected to drop by one percent (based on gross tonnage production 
indicators for 17 agricultural commodities). The crops responsible 
for the disappointing overall performance are sugar, potatoes, and 
rice with presently estimated production declines approximating four, 
three and two percent respectively. For potatoes and rice, the poor 
output performance results principally from drought conditions earlier 
in the year. For sugar, adverse financial conditions related to low 
world market prices are blamed, in part, for the drop in 1977 output. 
While sugar production has decreased, output estimates for Peru's two 
other principal agricultural export commodities, coffee and cotton, 
indicate production growth approximating five and one percent respec- 
tively. In regard to domestically-consumed crops, corn production is 
expected to register an increase in output of about four percent. 
Domestic wheat production is also expected to increase by about one 
percent. However, domestically-produced wheat only covers a fraction 
(approximately 16 percent) of domestic consumption requirements, and 
Peru will continue to import substantial quantities of this product. 


Fishing. The dearth and small size of anchovy forced a halt to 
anchovy fishing on May 6. Anchovy fishing has not been resumed, and 
the present expectation is for resumption only in the second half of 
1978. Higher-than-normal ocean water temperatures have been unfavor- 
able to the reproduction and growth of anchovy. Peru's exports of 
fishmeal for the first nine months of 1977 amounted to 307,700 metric 
tons. Thus, there is no possibility of 1977 exports above 700,000 
metric tons, i.e. the export level obtained in the years 1974-1976. 


Mining & Petroleum. Production data for the mining sector thus 
far available for 1977 indicate increased production in all areas. 
For the first seven months of 1977 output gains in comparison with 
the same period of 1976 were as follows: copper, up 73.1 percent; 
silver, up 7.6 percent; lead, up 6.3 percent; zinc,up 5.5 percent; 
and iron ore, up 46.3 percent. In addition to the 30 + percent out- 
put growth expected for the mining sector in 1977, production gains 
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are presently forecast for 1978 with a 20 + percent output gain expected 
for copper, a 10 + percent increase for iron ore, and lesser increases 
for silver, lead, and zinc. In regard to petroleum, construction work 
on the northern spur line (which will connect Occidental's field to 
Petroperu's northern Peru trans-Andean oil pipeline) is advancing on, 
or ahead of, schedule and completion of this link will signify Peru's 
self-sufficiency in petroleum by the second half of 1978. In addition, 
Occidental Petroleum signed.a letter of intent for contracts by which 
Occidental will undertake secondary recovery operations in the north 
and exploit heavy oil in the former Union-Tenneco block. Occidental 
plans to mix light petroleum from its present jungle fields with the 
heavy petroleum deposits of the Union-Tenneco block to produce a pump- 
able mixture. 


Manufacturing. Manufacturing industry as a whole has been hit 
by severe recession in 1977 with an absolute decline in output due to 
decreased consumer demand and tight credit. According to available 
reports, sales of clothing, textiles, automobiles, and electrical goods 
are down. During the second half, a small relaxation of the credit 
squeeze has prevented an anticipated wave of business insolvencies. 
The recent floating of the exchange rate suggests a new round in the 
battle for business survival as debts for imported inputs will have 
to be paid off with larger amounts of domestic currency. 


Increased Prices, Decreased Real Wages 


Thus far in 1977, performance of the Peruvian economy has been domi- 
nated by historically high rates of inflation as well as decreased 
economic activity. The Lima consumer price index (CPI) increased 

by 33.9 percent during the twelve-month period ending September 1977. 
During the same period, the foodstuff component of the CPI, which has 
a weight of 43.25 out of 100 in the CPI, increased by 37.9 percent. 
Although inflation presently shows some signs of abatement, rates of 
inflation in excess of 20 percent per annum are recent phenomena in 
Peru. From 1937 until 1975, consumer price indices for the Lima area 
revealed an average annual rate of inflation in excess of 20 percent 
for only two years (1947 and 1948). Peru's current inflationary situ- 
ation is illustrated by the following annual rates of increase in 
consumer (or retail) prices (based on annual CPI numbers): 9.5% in 
1973, 16.9% in 1974, 23.6% in 1975, and 33.5% in 1976. 


It should be noted that Peru has not had a system of automatic annual 
price and wage increases, as is typical of Latin American countries 

with institutionalized inflation. However, since June 1975, increases 
in wages and in the prices of foodstuffs, transportation charges and 

of petroleum products have been enacted by the government at intervals 
of approximately six months, The outcome of increases in retail prices 
and of increases in wages appears to be a reduction in real wages as 
reflected in declines of sales and of production in Peru's domestic manu- 
facturing industry. In addition, the performance of nominal wages, 

when disaggregated, suggestS that the decline in real wages may have 

been more adverse for upper-income workers than for lower income workers. 
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Third Quarter Problems for Political Economy 


During the third quarter of 1977 the government appeared to back away 
from its year-old austerity program. On July 7, the Minister of Economy 
and Finance, Walter Piazza, resigned due to Cabinet refusal to accept 
the stand-by agreement worked out by him with the IMF. However, despite 
this dramatic interruption of negotiations with the IMF, the replace- 
ment of leading members of Peru's economic teamy and the suspension of 
mini-devaluations, the government has retained or strengthened most of 
the austerity measures previouSly enacted. This program, with succes- 
sive enactments, aims at restoring equilibrium to Peru's balance of 
payments and at reducing inflation by means of compatible monetary, 
fiscal, and income policies. By September, conversations were again 
underway with the IMF and reportedly have resulted in an agreement in 
principle for a stand-by arrangement. 


That the efficacy of the stabilization program in achieving its stated 
objectives would have come under question in official circles during 
the third quarter of 1977, while not predicted or anticipated, is not 
surprising when viewed in the context of the economic results arising 
from the rigorous application of an austerity program during the pre- 
vious 12 to 18 months. Apart from a nearly zero growth in overall 
economic activity in 1977, unfavorable consequences also included a 
reduction in average real wages (probably on the order of 10-20 per- 
cent) with a larger reduction for upper-income workers and increased 
risk of business insolvencies in the manufacturing sector due to a 
severe credit squeeze along with a reduced volume of sales. In addition 
to these domestically-generated effects of austerity, by the end of the 
first half, it was also apparent that 1977 export earnings would be 
lower than indicated by earlier forecasts due to low prices for Peru's 
principal exports, e.g. sugar, zincy copper, and to reduced fishmeal 
exports. Thus, the hope that equilibrium in Peru's balance of payments 
could be obtained by a relatively short, if severe, recession had to 

be abandoned. 


Minister Saenz Outlines Present Economic Situation 


On October 10, 1977, Peru's Minister of Economy and Finance, General 
Alcibiades Saenz Barsallo, gave a televised presentation of the 
government's economic and financial program for the period October 

1977 through December 1979. He stated, "we are in a critical situation, 
in a economic-financial crisis which comes from the world crisis and in 
which Peru finds itself, because it is not a separate entity but lives 
in the context of an interrelated world especially in the economic and 
financial area." He noted the external and domestic causes of Peru's 
present economic and financial situation. In regard to external causes 
he noted the worldwide economic situation, which he termed the worst 

in 40 years, deriving from the sharp increase in petroleum prices, world- 
wide inflation, and worsening terms of trade for Peru, i.e. increasing 
prices for its imports and decreasing prices for its exports. In regard 
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to domestic causes, Minister Saenz noted the following: (a) an over- 
estimation of Peru's export earnings, (b) an increase in Peru's ex- 
ternal indebtedness, especially for projects of medium and long-term 
maturation, (c) an increase in the fiscal deficit, (d) decreased 
production in various sectors, noting in particular, agriculture, 
fishing, and manufacturing industry and each for different reasons, 
(e) reduced participation of the private sector in economic activity, 
and (f) excessive growth in domestic aggregate demand compared with 
the limited growth in Peru's domestic supply capacity. 


In reviewing the hard facts of Peru's present situation the Minister 
noted that in 1977 the service of her public sector external debt, 

i.e. amortization plus interest, would approximate 36 percent of ex- 
port earnings and that the domestic banking system financing of govern- 
ment expenditures would approximate S/. 40 billion (approximately 

$ 470 million). Among other negative factors, the Minister noted that 
the rate of inflation for 1977 would be on the order of 40 percent and 
that the growth of Gross Domestic Product would be on the order of 

0.3 to 0.6 percent. 


Minister Saenz outlined the goals to be obtained by the government's 
new policy measures. They are the following: a rate of inflation for 
1978 of 20 percent; a S/. 5 billion reduction in the fiscal deficit in 
1978 (the deficit is to be S/. 35 billion); and current account saving 
of S/. 29 billion in 1978 (instead of dissaving of S/. 13 billion which 
is forecast for 1977). This implies, of course, a substantial increase 
in tax revenues and/or reduction in government current expenditures. 

In regard to the external sector, the deterioration in Peru's net inter- 
national reserve position is to be held to U.S.$ 150 million in 1978 
(as compared with a presently-forecast loss of U.S.$ 335 million for 
1977), and net reserves are to grow in 1979. 


The Minister of Economy and Finance disclosed that the Government of 

Peru had negotiated a stand-by agreement with the International Monetary 

Fund, He stated that Peru's economic-financial program had been endorsed 

by the International Monetary Fund and that the September round of nego- 
tiations with the IMF had been completed. (On November 18, the IMF approved 
a Stand-By Agreement with Peru in the smount of SDR 90 million to 
run through 1979 -)He also stated, "the program also contemplates the 
seeking of financial assistance from international organizations and 

from private banks." Throughout 1977, Peru's principal foreign commercial 
bank creditors have insisted on a stand-by agreement with the IMF as a 
necessary prior condition for negotiation of a new medium-term credit 

package. The importance of additional commercial bank assistance is 
underscored by the magnitude of Peru's public sector debt service sched- 

uled for 1978, which approximates $ 1,050 million as compared with 

$ 750 million for 1977. 
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The October Measures and Thereafter 


The immediate action program announced by Minister Saenz includes a 
limit on new external indebtedness, increases in various taxes, a 

new cut back in fiscal expenditures, and creation of a new foreign 
exchange market. Due to the high magnitude of external debt service 
scheduled for the years 1978-1980, in regard to the public sector 

new external credit agreements of less than 10-year term are limited 
to a total of $ 450 million in 1978. This limit applies to the public 
sector as a whole, but not to the banking system, i.e. the Central 
Bank may contract new credits of less than 10-year term to finance 
Peru's 1978 balance of payment deficit and to augment its holdings of 
foreign exchange, Various taxes and user charges were increased, 

such as an exceptional tax on net business worth, a broader and heav- 
ier tax on payrolls, a revised tax on foreign consumption by Peruvians, 
increases in several rates under the turnover tax, increases in per- 
gallon taxes on kerosene, diesel fuel, and fuel oil, and higher charges 
for passports. The fiscal revenue effect of these taxes in the fourth 
quarter of 1977 is probably on the order of S/. 2 to S/. 3 billion. 
Fiscal expenditures are also to be cut back by S/. 3 billion during 
the fourth quarter of 1977. The fourth quarter cutback is in addition 
to the reductions of S/. 12.4 billion and S/. 4.7 billion in June and 
August respectively and brings the total reduction to approximately 

10 percent of the S/. 221.6 billion expenditure level (approximately 

$ 2.5 billion) budgeted for 1977. 


In regard to 1978, Minister Saenz promised severe fiscal austerity, 
rationalization of public administration,enforced profitability for 
the state enterprises that sell goods and should be profitable, and 
wage increases to maintain the real incomes of low-income workers. 
Although he did not refer directly to increased taxes, the announced 
fiscal goals cannot be obtained without substantial increases in tax 
revenues, including higher tax rates and possibly new taxes. Although 
a new round of wage and price increases was omitted from the October 
measures, de facto devaluation of the sol during the fourth quarter 
(see below) suggests that such a round may be necessary in early 1978. 


A Floating Sol 


On October 7, the government enacted Decree Law 21,953 which created 

a single unified market for foreign exchange transactions. Previously 
Peru had two legal foreign exchange markets, a draft market and a 
certificate market. The draft market applied principally to profit 
remittances, tourist exchanges, and trade-related invisibles, and the 
certificate market applied principally to export proceeds and import 
expenditures. The major change is the absence of an exchange rate set 
by the Central Bank, and the exchange rate is now set ostensibly by 
supply and demand. However, most of the previous controls, documentary 
requirements, and limitations on eligibility of buyers of foreign ex- 
change have been maintained and are specified in foreign exchange 
resolutions issued by the Central Bank. The new system casts the Central 
Bank in the role of a buyer of foreign exchange by automatically assign- 
ing to it, at present, 35 percent (originally 10 percent) of foreign exchange 
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proceeds from exports and all day-end net foreign exchange balances of 
commercial banks. 


After four weeks of operation the day-end buying quotations of the sol 
had risen from the old rate of S/. 80.88 per U.S. dollar to S/. 103.54 
per U.S. dollar. There is, at present, widespread speculation in Peru 
regarding how fast and how far the floating rate will go or be allowed 
to go. The government also announced that allocations of foreign ex- 
change for imports and the system of importer cards will be eliminated 
but that prior import licenses will be retained, Therefore, the new 
rate has to fulfill some of the rationing functions previously accom- 
plished by bureaucratic administration. Apart from the obvious linkage 
of the new system tc an agreement with the IMF, as long as the rate 
continues to rise, its longer-term economic effects are similar to 
those of mini-devaluation and single-step devaluation and depend upon 
the magnitude and duration of the de facto devaluation. The long-term 
effects are maintenance of a profitable export sector, price-directed 
rationing of imports, increased costs of imported goods, and, impor- 
tantly, a continued movement toward balance of payments equilibrium, 


Balance of Payments: Hope and Concern 


The latest available official data on Peru's balance of payments is 
presented in the following table. The data cited for 1975 and 1976 

are estimates already made public by the government but subject to 
further revision. The official forecast of Peru's 1977 balance of 
payments is also subject to further revision. Although export earnings 
and import expenditures may yet turn out along the lines of our previous 
projection--$ 1.6 billion in export earnings and $ 1.9 billion in import 
expenditures--the resulting trade balance would closely approximate the 
$ 327 million deficit of the official forecast, 


Peru's Balance of Payments 1974-1977 
(millions of U.S. dollars) 


1974 1975 1976 


Exports, FOB +1,503 +1,291 +1,359 
Imports, FOB -1,909 -2,390 -2,100 
Trade Balance - 406 -1,099 - 741 
Net on Services & 

Transfers 402 - 439 - 451 
Balance on Current 

Account 807 -1,538 -1,192 


Long-term Capital 895 +1,135 + 675 
Basic Balance 88 - 403 - 517 
Short-term Capital and 

Errors & Omissions 194 173 351 


Balance of Payments 
(-indicates increase) 282 576 868 


Net International Reserve 
Position (end of year) 
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At the present juncture, whether one sees hope or concern in Peru's 
balance of payments is partially a question of temperament. On the 
hopeful side, the deficit trade balance has been trimmed from $ l.1l 
billion in 1975 to $ 0.3 billion in 1977 and the compensatory deficit, 
ise. the deficit which impacts on Peru's net international reserve 
position, has been reduced from $ 868 million in 1976 to $ 335 million 
ir. 1977, It is also highly probable that Peru's 1977 export earnings 
will set a new record, at or above $ 1,600 million. 


On a less optimistic note, the presently forecast 1977 results are 
substantially less favorable than earlier predictions. Most of the 
bad luck can be traced to poor performance of export earnings. Peru's 
copper exports, which are projected to double in 1977, confront a cy- 
clically-low price of copper. The negative impact of low copper prices 
and reduced fishmeal production amounts to not less than $ 200 million 
in reduced export earnings in 1977. 


Perhaps the key negative factor for Peru's external financial situation 
at present is the magnitude of balance of payment deficits already sus- 
tained in 1975, 1976, and 1977. Peru's net international reserve posi- 
tion was $ +116 million at the end of 1975, and by the end of 1977 it 
will be $ -1,087 million. In point of fact, nearly $ 600 million of 
external foreign exchange liabilities included in Peru's net interna- 
tional reserve position are credits with terms in excess of one year. 
This implies, of course, that substantial short-term credits and swaps 
are included within gross liabilities. Moreover, even in the absence 

of up-to-date data, it is generally believed that official gross holdings 
of foreign exchange are low. Therefore, the government will probably 
negotiate new and sizeable external credits to cover the 1978 deficit 

and to replenish its gross holdings of foreign exchange. A possible 
alternative course of action would be a further and substantial com- 
pression of import expenditures in 1978 by, say, $ 500 million. The 
principal policy mechanisms to achieve this objective would be a deepened 
recession, or a severe real devaluation, or greatly tightened import 
controls. All of these policies entail undesirable economic consequences, 
specifically, reduced tax revenues, or heightened inflation, or disruption 
of economic activity. 


Andean Automobile Pact Concluded 


Since early 1977 the Andean Common Market leadership has been preoc- 
cupied with negotiation of a program for development of a region- 

wide automotive industry, In June, Peru endangered the prospects for 

the program by threatening not to participate because of dissatisfaction 
with assignments promised under the draft program. Peru's main demand 
was that it be allowed to assemble additional models of small cars (1500- 
2000 cc) and medium-sized trucks (9-12 tons gross weight), vehicles which 
account for the largest share of the Peruvian market. Eventually a pro- 
gram meeting Peru's requirements was adopted as Andean Common Market 
Decision 120 in September, 
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Under the program Peru will produce for sale within the Andean Common 
Market two models of the small cars and one medium truck in the cate- 
gories noted above. In addition, Peru will produce a heavy truck (over 
35 tons) and has co-assembly rights with other countries for four- 
wheel drive vehicles and another category of heavy truck (20-35 tons). 
Each country is also designated as the regional supplier for a variety 
of automotive parts and components, Once the program is under way a 
high common external tariff will discourage the import of vehicles or 
parts from outside the Common Market. 


IMPLICATIONS FOR THE UNITED STATES 


Because of the current recession U.S. exports to Peru in 1978 will 

show little growth. Approximately two-thirds of Peru's imports are 
linked to her manufacturing industry and are raw materials, intermediate 
goods, and machinery. Therefore, the currently recessed state of this 
sector reduces import requirements. However, as Peru's balance of 
payments improves, and particularly by 1979 as a result of present 
austerity measures, Peru's import market will also expand. 


The lack of foreign exchange available to Peruvian buyers is also an 
important factor inhibiting growth of U.S. exports. Competitive 
financing continues to be the most important factor in determining 
sales in the face of foreign exchange scarcity and reduced domestic 
credit availability. Dollars allocated to importers by the government 
were further reduced in the second half of 1977 and do not cover normal 
operating requirements, making the provision of financing an even more 
urgent requirement for U.S. companies doing business here, How this 
new floating exchange system will affect the government's policy of 
authorizing the importation of only high priority items is uncertain. 
Although the new foreign exchange system appears to presage a more 
liberal exchange policy, continuation of the prior import license sys- 
tem will probably continue to restrictimports. 


The best prospects for exports to Peru continue to be the major invest- 
ment projects underway in the public sector and the small, but growing, 
non-traditional exports sector. The major categories of non-traditional 
exports are processed foods, chemical goods such as insecticides, cured 
leather goods, fabrics, and various types of metal goods. The govern- 
ment recently promulgated a regulation allowing duty-free importation 

of raw materials and intermediate goods to be used in the non-traditional 
export sector. However, the effectiveness of this measure is reduced by 
the ever-present problems of foreign exchange shortages and reduced 
domestic credit. 
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The major investment projects in the public sector are also hampered 

by these problems, but some projects are being carried out. For example, 
Centromin is investing heavily in the expansion of its copper refining 
circuit and zinc refinery at La Oroya, its anodic sludge and waste mine 
water treatment plants at Cerro de Pasco, and expansion of its Cobriza 
mine and concentrator. Petroperu continues to project substantial in- 
vestments in a petroleum refinery and an ammonia-urea complex at Bayovar, 
the terminus of the trans-Andean pipeline. The Ministry of Transportation 
maintains plans for financing the construction of six new airports in the 
interior and the modernization of several existing ones. To the extent 
that foreign exchange resources permit, government ministries and semi- 
autonomous agencies will also be investing in energy systems, communica- 
tions networks, sanitation, water and sewage lines, fishing ports, irri- 
gation projects, shipbuilding, cement plant expansion,food processing 

and distribution facilities, educational centers tourism, and medical 
equipment. 


U.S. firms which intend to share in the automotive sector of the Andean 
Common Market will need to make basic decisions promptly. The deadline 
for Peru, Colombia and Venezuela to choose the basic models they will 
produce is the end of 1978. The planned shift from kit assembly to 
full production will generate increased demand for machine tools and 
other elements of production in a wide variety of areas. 


While there are few prospects for immediate sales, the anticipated course 
of the economic situation will eventually improve the opportunities for 
U.S. firms to export to Peru. Efforts must be made now to assure that 
U.S. firms are in a position to compete with non-U.S, companies when 

the economic situation does improve. 
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